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REPLY COMMENTS OF PUERTO RICO TELEPHONE COMPANY

Puerto Rico Telephone Company (“PRTC”) hereby submits replies to comments

submitted regarding the Second Recommended Decision issued by the Joint Board in the

referenced proceeding. Specifically, many parties endorse the hold harmless principle in
accordance with the express goals of universal service. Although some commenters suggest that
the Commission essentially should revoke its prior commitment that universal service high cost
support to states be held at current levels, PRTC reiterates that the “hold harmless” policy should

be confirmed as an essential underpinning of the federal universal service program.

I. THE HOLD HARMLESS POLICY FURTHERS THE GOALS OF UNIVERSAL
SERVICE

To “hold harmless” means that no state would receive less support than it currently does
under existing high cost support mechanisms. This principle is consistent with the universal

service principles that “[qJuality service should be made available at just, reasonable, and

affordable rates™ and that consumers in all regions, including rural, insular, and high cost areas,
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should have access to services at reasonably comparable rates.” Any measurable reduction in
support to a particular state will threaten violation of these principles. As the Joint Board
acknowledged, “[i]f substantial reductions [in support] were to occur in a single year, some
consumers could experience rate shock. Both significant, sudden increases in the fund size
overall, and significant decreases in the support that goes to a particular carrier, could have a
notable impact on consumers’ rates.””

The Virgin Islands Telephone Company (“Vitelco™) aptly summarizes the issue addressed
by the Joint Board — if support is dramatically reduced, consumers will experience increased
rates.* PRTC has reported previously the possible effect of the loss of USF on consumer rates,
estimating that a loss in support could result in rate increases as high as 50 percent.” Although
many carriers may have available the option to raise rates as justified by costs in response to a
change in universal service funding, this option is not a rational one in Puerto Rico. The
telephone subscribership rate in Puerto Rico remains around 76 percent. Raising the rates
inevitably means driving some of those subscribers off the network, contrary to the goals of

universal service. In addition, the effect of any rate increase in Puerto Rico would be magnified

247 U.S.C. § 254(b)(3).

? Second Recommended Decision at ] 51.

* Vitelco at 3.

> PRTC Petition for Reconsideration, CC Docket No. 96-45 (filed July 17, 1997) at 8-10; see
also PRTC Comments, CC Docket Nos. 96-45 and 97-160 (filed June 1, 1998) at 3.



due to the income disparity on the island.® As the Vitelco comments similarly demonstrate, the
possible rate increase is not insubstantial.”

For the hold harmless policy to achieve its stated goal of avoiding consumer rate shock,
the existing level of universal service support to states must (and does) include all components of
the universal service high cost fund, including any Long Term Support (“LTS”) currently
available for non-rural carriers operating in that state.®* LTS has been removed from interstate
access charges and made a part of explicit universal service high cost support mechanisms.’
Because the components of existing federal high cost support mechanisms for non-rural carriers
include LTS, no adjustment in the hold harmless level should be necessary for any state.'’

These comments provide strong support for the Joint Board’s determination in its Second

Recommended Decision to concur with the “hold harmless™ principle originally espoused by the

Commission in its Report to Congress. The Commission’s Report responded to a directive from

Congress to report on the implementation of certain aspects of the universal service program,

pursuant to Section 254 of the Communications Act and covered a variety of issues.'' Of note,

® The national median income is two times higher than the median income in Puerto Rico.
Therefore, a rate increase in Puerto Rico would have a real impact twice that of the same
increase if instituted on the mainland. See PRTC Ex Parte Presentation, CC Docket No. 96-45
(filed April 4, 1997).

’ Vitelco at 4 (predicting twenty-seven percent rate increases); see also Rural Telephone
Coalition at 14.

¥ National Exchange Carrier Association at 2-3 (stating that the hold harmless approach “will
assure that NECA access rates will not be significantly impacted by changes in non-rural carrier
support”).

? Second Recommended Decision at 9 20.

' See Rural Telephone Coalition at 25.

' See Report to Congress, 13 FCC 11501, 11502-503 (9 2) (1998).
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the Commission pledged that “there is no indication that the revised universal service rules will

1.”'* In this regard, the Commission

result in a reduction in federal support from the current leve
pledged to “work to ensure that states do not receive less funding as we implement the high cost
mechanisms under the 1996 Act,” finding that “no state should receive less federal high cost
assistance than it currently receives.”” Thus, it should be noted that the Joint Board has not
changed existing policy, but simply stated its support for an existing Commission universal

service policy, issued over eight months ago. PRTC reiterates that the Commission should retain

this policy in furtherance of universal service goals."

II1. NO COMPELLING CHALLENGE TO THE HOLD HARMLESS PRINCIPLE
HAS BEEN OFFERED

Some commenters suggest that the hold harmless principle must be phased-out according
to some particular criteria.” For example, Bell Atlantic suggests the hold harmless level should
be reduced by some amount over a period of time until reduced to the proxy model-driven

output.'® However, it is difficult to assess this and similar phase-out proposals when the proxy

121d. at 11507 (] 11).

131d. at 11594 (9 197); see also id. at 11510 (§ 19) and 11602 (7 219).

'* See also United States Telephone Association at 9 (“USTA . . . urges the Commission to retain
its current hold harmless policy with regard to non-rural carriers’ universal service support.”);
Virgin Islands Telephone Corporation at 3 (“The Commission should adopt this policy to the
extent it has not formally done so0.”).

" See, e.g., Ameritech at 5 n.12 (suggesting a phase down of the hold harmless support level);
Iowa Utilities Board at 10.

'® Bell Atlantic at 5; see also MCI WorldCom, Inc. at 17.



model amount cannot yet be calculated. Until the actual effect of any proposed phase-down are
known, such an approach should not be considered.

In addition, while generally opposing the hold harmless policy, the Public Utilities
Commission of Ohio recommends as an alternative that only the lesser of the current support
amount or the proxy model methodology support amount.'” Adoption of this proposal, however,
could still lead to rate shock for consumers due to a precipitous loss in support. The potential for
and the magnitude of decreases in federal support will remain indeterminable until a model with
inputs for every state has been reviewed thoroughly. Outputs by models previously under
consideration, for example, virtually would have eliminated all support for Puerto Rico.'
Therefore, any consideration of adjusting or calibrating the hold harmless policy should not
occur in advance of assessing and analyzing final model results.

Finally, some commenters criticize the hold harmless notion itself, arguing that it
precludes changes in funding because the size of the fund has been frozen in place,' or that it
impermissibly guarantees a certain level of support for incumbent carriers.” These criticisms fail
for two reasons. First, the overall size of the fund in relationship to the current fund size remains
unknown until the methodology and model (if required according to the methodology) is

determined.” Second, because all universal service support is portable, no particular carrier is

'7 Public Utilities Commission of Ohio at 5.

'* See also Vitelco at 5-6 (describing the failure of models to reflect the cost of providing services
to insular areas facing unique high costs).

' District of Columbia Public Service Commission at 5; Harris, Skrivan & Associates at 5.
% See Joint State Commissions’ Comments at 7-9.
?! Second Recommended Decision at § 47 (noting that “[f]inalization of the method [for

calculating federal support for high cost areas] will determine the overall size of federal support
(continued...)
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guaranteed any level of funding.? It is the state and its consumers that receive the ultimate
protection under the hold harmless policy, and this is a suitable outcome for the universal service
program.

In the absence of “hold harmless,” however, PRTC continues to urge the Commission to
treat similarly carriers serving insular areas and rural carriers, such that insular carriers will not
be transitioned to a universal service methodology whereby support is determined by results
generated by a proxy model until it can be determined that the model accurately predicts a
carrier’s cost of serving the area. In any event, carriers serving insular areas should not be
transitioned to a proxy model methodology before it can be determined that such a methodology

accurately predicts the support required to provide universal service.

(..continued)
for reasonably comparable rates”™); see also Arkansas Public Service Commission, et al. at 4-5
(setting forth requirements prior to the establishment of a proper fund size).

22 Second Recommended Decision at n.56.




IHI. CONCLUSION

For these reasons, PRTC urges the Commission to maintain its pledge that no state
should receive less federal universal service support than under the current fund mechanism. In
this manner, the Commission will affirm the “hold harmless” principle as a touchstone of the
universal service program. In addition, this principle will be especially important to uphold until
it can be determined that any proxy model employed to determine USF distributions accurately

predicts the support required to provide universal service.

Respectfully submitted,

i (R

Joe D. Edge

Tina M. Pldgeon

DRINKER BIDDLE & REATH LLP
901 15th Street, N.W.

Suite 900

Washington, D.C. 20005

(202) 842-8800

Attorneys for
PUERTO RICO TELEPHONE COMPANY

Dated: January 13, 1999
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